





oct 17 1956 


‘ micyl yt fo 
PERIODICAL | 
READING ROON 


~ 
ie 
i 
- 


Underdeveloped Lands : 
Revolution of 
Rising Lepechatibns” 


i 
. 
Forrest D. Murden i 


UNIVERSITY OF MICHIGAN 
GENERAL LIBRARY 














HEADLINE SERIES 








UNDERDEVELOPED LANDS: 
"Revolution of Rising Expectations’ 


by Forrest D. Murden Page 3 


The United States and the U.S.S.R. now com- 
pete with each other in offering aid to the under- 
developed nations. This new competition raises 
far-reaching questions. What steps must under- 
developed nations take to carry out the process 
of development? Should outside help be given 
bilaterally or channeled through the United 
Nations? The Foreign Policy Association draws 
on The Twentieth Century Fund study, Ap- 
proaches to Economic Development, by Norman 
S. Buchanan and Howard S. Ellis, as well as on 


other sources, in discussing these questions. 
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EVEN A CASUAL NEWSPAPER READER THESE DAYS MUST realize that a 
“revolution of rising expectations” is sweeping the backward areas 
of the world. Riots in North Africa, Egypt’s nationalization of 
the Suez Canal, anticolonial demonstrations in Asia, civil strife on 
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Cyprus, substitution of neutralism for a staunchly pro-Western 
regime on Ceylon, are standard headline fare. 
The stormy upsurge of nationalism among these nations, 





coupled with the demand for economic and social advancement, 
is an imperative political fact of our age. In Asia alone ten new 
nations, with over 600 million people, have won their independ- 
ence in the last decade and face problems as real and as over- 
whelming to them as we did in 1776. 

Whether we like it or not, moreover, their problems now be- 
come of vital concern to the West and the survival of democracy. 
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Ironically, and yet naturally enough, it is through their contact 
with us—our revolution, our Bill of Rights, our technology—that 
they first became convinced things could change. ‘Their leaders 
quote to us Jefferson, Madison and Tom Paine. The 1955 Asian- 
African conference at Bandung, which no white nation attended, 
was keynoted by President Sukarno of Indonesia, who invoked the 
memory of Paul Revere and the American Revolution as inspira- 
tion for struggles of independence in Africa and Asia. 

The economic distress of the underdeveloped countries is 
centuries old; what is new is that the impact of the West has 
given their discontent a political focus. They want to telescope 
into a few years the progress that took us generations to accom- 
plish. In short, they have got their steam up and are ready to 
roll. We can try to block their advance; we can stand aside; or 
we can ride with them and help steer. The first course would be 
foolhardy if not futile; the second, short-sighted; the last is in our 


national interest. 


What ‘Underdeveloped’ Means 

What are the underdeveloped countries? And why are they so 
important to us? 

“Underdeveloped” is a more polite way of saying “backward.” 
It is a relative term. It refers not to the cultural development of 
a country—India and China and the Middle East have brilliant 
cultures, long predating those of the West—but to the development 
of its economy. Every country in the world is underdeveloped to 
a certain extent. Some areas of the South and West in the United 
States are underdeveloped. Puerto Rico in our own back yard 
includes itself in this group and has instituted a national develop- 
ment program dubbed “Operation Bootstrap.’” What economists 
usually mean by the term “underdeveloped” is poor economic 
performance, as evidenced by a low standard of living, thus imply- 
ing that the economy can be developed and the standard im- 
proved. For legislative purposes, our Congress uses “low standard 
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of living” as the rule-of-thumb definition. In applying this 
criterion Congress has granted assistance of one kind or another 
to nearly every underdeveloped country in the world outside of 
the Soviet orbit. 


How the Underdeveloped Differ 

Technical definitions do not give a clear understanding of the 
physical nature of the underdeveloped areas, the forces at work 
and their political significance. Although we lump these areas 
together for discussion purposes, they show great extremes of 
contrasts and are uniform in few respects. 

Geographically, the underdeveloped countries, which cover 
half the earth, nearly all lie in the nontemperate zones or on 
their fringes, but vary in topography from the deserts of North 
Africa and the plains of Latin America to the summits of the 
Himalayas and the steaming Malaya jungles. Spanning four con- 
tinents, these territories have primitive villages, sophisticated 
cities and widely diverse populations. 

There is among the underdeveloped peoples no common re- 
ligion, culture, language or color, although they are mostly non- 
white. Some are ancient long-established nations—Ethiopia, for 
instance, dates its history back to the Queen of Sheba. Some of 
these areas are still colonial, even tribal, but nearly all aspire to 
self-government. Just as the advanced countries have their slums 
and sharecroppers, the backward areas have their princes, sheiks 
and palaces; but in neither case are these situations typical. Parts 
of the Orient, the Middle East and the Caribbean are experiencing 
acute population pressure, but Africa and Latin America have 
wide-open spaces reminiscent of our early Western frontier. The 
sheer strength of their numbers—more than a billion and a half 
people—gives them tremendous political importance. Africans, 
Arabs, Asians and Latin Americans comprise the membership of 
the world’s “uncommitted” peoples—the vast gray area between 
the Communist and the free worlds. 
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What They Have in Common 

Allowing for dangers of generalization, what these peoples have 
in common are their problems and their history of misery. They 
are poor; they are diseased; they are hungry; they are badly 
housed; they can neither read nor write; they die young; they are 
increasing by more than a million a month. And for the first 
time they have a common awareness of their problems. 

Compare these standards with those of the West. The United 
States, with less than 6 percent of the world’s population, has 40 
percent of the world’s income. Asia, Africa and Latin America, 
with 65 percent of the world’s people, produce less than 20 per- 
cent of the income. In many of these countries average annual 
income is less than $100—$55 in India and $35 in Afghanistan—as 
contrasted with $1,800 here. 

The daily average food supply, measured in calories, is about 
3,000 units in the United States and parts of Western Europe, 
2,000 in Honduras and Pakistan, and as low as 1,700 in India— 
while most experts set the minimum requirement for existence 
at about 2,000. Disease is everywhere—malaria, dysentery, tra- 
choma, tuberculosis—killing, sapping vitality, wasting human 
spirit and labor. In the West a single physician serves a thousand 
people; there is only one doctor for 56,000 in Nigeria, 71,000 in 
Indonesia, and 86,000 in the Sudan. Illiteracy is the scourge of 
those who want to learn; in the crescent of the Middle East and 
Asia only one in every four or five can read or write. Advanced 
education is possible only for the few. 

These are the age-old conditions that make the backward areas 
the breeding ground of communism, which is nurtured in the 
slough of despondency, misery and resignation. 


Their Resources — Our Strength 

In terms of resources the underdeveloped lands furnish many 
of the ingredients of which our economic and strategic strength 
is fashioned. Our dynamic, burgeoning economy has already 
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—From The Mutual Security Program, Fiscal Year 1956 (A Summary State- 
ment, May 1955). Washington, International Cooperation Admin- 


istration, 1955. 


made us dependent on the outside world for many critical raw 
materials, and according to the Paley Report, issued by the 
President’s Materials Policy Commission in 1952, our raw- 
materials requirements will be half again as large in another 
generation. Three-fourths of the strategic goods we are stock- 
piling for military purposes come from the underdeveloped areas, 
including many countries in Asia. This vast continent supplies 
five-sixths of the world’s natural rubber, half of its tin, large 
quantities of copra, quinine, sugar, tea, pepper and a variety of 
other products. Underdeveloped lands sell us coffee, cocoa, 
chrome, lead, zinc, copper and bauxite. The oil belt of the world 
runs through these areas—the deposits of Indonesia, of the 
Middle East (which alone produced 22 percent of the world’s 
petroleum in 1955), and of the Caribbean area. 
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Until recently the Shinkolobwe mines in the Belgian Congo 
provided 60 percent of the earth’s stock of uranium, and Travan- 
core in India probably has the world’s largest store of thorium, 
a cheaper source of atomic energy. Were it not for India, our 
steel industry would find it difficult to secure the manganese it 
needs for its growing consumption. Our economic machine de- 
pends on Latin America and Asia and Africa for imports to the 
tune of $6 billion or more a year. In just the first half of 1955 
these goods of many varieties and quantities were one-half of 
our total imports. To lose these supplies of valuable materials 
would be serious enough, but to lose them to the trade expansion 
program of the U.S.S.R. would be downright dangerous for the 
West. 

Conversely, our exports are important to our domestic growth, 
and the underdeveloped countries have the largest potential con- 
sumers’ market in the world. They are spending twice as much 
on our goods as at the end of World War II and five times as much 
as in 1938. As they develop, so will their purchasing power and 
our trade. Their development takes our tools, trucks and tractors, 
among a host of American products. Our allies—particularly 
Western Europe and Japan—value their trade with the under- 
developed areas even more than we do, for their exchange of 
goods with these countries is a vital prop to their economy. At 
present, however, despite the wealth of some resources, many of 
the retarded countries have “single product’ or “single crop” 
economies, which depend for foreign exchange almost entirely 
on the export of one or two items. This is a precarious existence 
at best, and perhaps explains why the underdeveloped countries 
are described as “rich lands inhabited by poor people.” 


Our National Interest 

Given our heavy defense commitments and the burden they 
represent for the taxpayer, the question is often asked, ‘Why is it 
in our national interest to help the underdeveloped countries? 


8 
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—From The Mutual Security Program, Fiscal Year 1956 (A Summary State- 
ment, May 1955). Washington, International Cooperation Admin- 
istration, 1955. 


Is it simply because the Russians are wooing them?” Emphatically 
not. The problem of foreign aid would be on our diplomatic 
agenda anyway, but it is true that the Soviet offer of aid to the 
underdeveloped countries has introduced an urgent element of 
timing. Sooner or later our enlightened self-interest, as well as tra- 
ditional American concern for the underdog, would have caused 
us to undertake a broader policy of advice and assistance. Whether 
or not world communism existed, the situation of the under- 
developed, and its effect on trade, markets and our political well- 
being, would still be with us. Although it would not be as critical 
in terms of its immediate implications for the West, it would still 
be a powerful political fact of life with which the United States 
would have to reckon. Seen in the framework of the contest 
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between the free world and the Communist world, this problem 
demands our immediate and continued attention. 

So, for political, economic and humanitarian reasons, it is 
strongly in our interest to promote the economic advancement 
of the billion or more depressed peoples. Actually, we have little 
choice. These peoples are in economic and social ferment and 
are determined to move forward. Having learned that poverty is 
no longer an inevitable condition, they want to overcome it— 
and to do so they require marginal assistance from the outside. 


Need for Aid 


By supplying this marginal assistance, which is crucial to start 
their development process, we can build a bridge between our 
world and theirs, over which a two-way exchange of ideas, goods 
and know-how will pass. Common ties will grow, not diminish as 
they seem to be doing today. This fact has obviously become 
apparent to the Russians, who since Stalin’s death approach the 
peoples of underdeveloped lands with loans, barter or trade, all 
of which bring a complex of relationships in their wake. Although 
this aid is ostensibly without political overtones, the “invisible 
strings” of commerce—particularly as practiced by a totalitarian 
state, whose tradesmen are all state employees—can be as enmesh- 
ing as political ties. 

The relationship between trading partners is natural and 
desirable when developed through normal commercial intercourse. 
But as practiced by the Soviet bloc for long-run political penetra- 
tion, it proves to be something else. First comes the exchange of 
diplomats and consular officials; then a Communist trade mission 
visits the underdeveloped country, followed by equipment, sup- 
plies and servicing technicians—and before the recipient country 
is aware of it, a small army of Soviet representatives has entered 
in commercial guise. Imitation may be the sincerest kind of 
flattery, but if, as has been suggested by some of our officials, the 
Russians have been forced by their own past failures to copy our 
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techniques and to distort them for their own ends, it is an imita- 
tion designed to win our friends and to destroy our influence. 


Does Economic Development Equal Democracy ? 


A common belief among Americans is that if we can overcome 
poverty and other ills we shall have supplied an ironclad guar- 
antee against Marxist-Leninist dogma. But we must not delude 
ourselves that economic progress insures conversion to democracy. 

It is true that a country that has achieved satisfactory well-being, 
provided it lies outside the Soviet military sphere, is rarely, if 
ever, a voluntary convert to communism. But wherever the 
standard of living is subnormal—Malaya, Iran, Korea, Indonesia, 
for example—Radio Moscow beams its propaganda, and the 
Kremlin follows through. Even in Western Europe the Com- 
munist party has found its greatest strength in France and Italy, 
countries which have lagged economically as compared with their 
northern neighbors. 

We cannot, however, speak of “development” in the abstract 
as a force which might prevent communism. It is necessary to 
explain just what kind of development we are talking about, 
what form it takes, and what ends it serves. Forced savings such 
as those extracted by Moscow or Peiping obviously do not serve 
the ends of democracy that we and most of the underdeveloped 
peoples seek. If we assist in the advancement of the retarded areas, 
our aid will make us partners in their development on a demo- 
cratic basis and may well determine the political course they will 
choose. Development under the harsh regime of a totalitarian 
state is the tragic alternative to aid by the West. 


Anticommunism Not Enough 

To meet the full needs of the developing peoples, however, the 
West must not be merely anti-Communist. Although their plight 
is exploited by the Soviet bloc, it is a genuine problem which 
requires affirmative treatment. Both spiritual and material leader- 


11 





cS § (ste Ae ee = 


= 68 84s es eee cw we te” ee 








ship is called for on our part—one without the other is simply 
not good enough. Communism claims to be concerned with the 
status, the prestige and the hopes of the coolies, the peons and the 
fellaheen. The strength of our moral position is our genuine 
concern for other peoples, persuasively illustrated by our history— 
our belief in personal freedom, the dignity of labor, the spirit 
of self-reliance. Too often, however, we offer an economic program 
without demonstrable spiritual content, or a political program 
unaccompanied by convincing measures to improve living 
standards. Empty boasting about our material accomplishments 
may convince these peoples that our way of life is unattainable for 
them and may even underline the similarity of Russia’s experience 
yesterday to their situation today. The use of our modern ac- 
complishments to help them advance, however—such as current 
experimental work in educational television in the Middle East 
or our extensive program for sharing know-how in the peaceful 
uses of the atom—is eloquent proof of our interest. Dollars alone 
can never replace nor testify to the inspiration of democracy. 


Foreign Aid a Fact of Life 

Overseas economic aid is thus an unhappy, but very real, fact 
of life for the United States in 1956. As much as every taxpayer 
would like to end our foreign aid commitments, we must face 
that fact. It is no more possible to discontinue foreign aid at the 
present time than it is to completely disarm; or to put it positively, 
economic aid is just about as important to our national security 
as our military preparations. 

The Communist threat in many underdeveloped countries is 
not solely, or even primarily, military; it is economic, social, 
political. Although Soviet tactical shifts should not lure us into 
de-emphasizing our military preparations, economic aid reaches 
countries not reached by military aid—India, Afghanistan, Burma, 
Libya, among other strategic lands—and thereby counters the 
threat of communism. 
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So long as any part of the free world is in economic jeopardy, 
for that matter, we face the dilemma of bailing it out or relin- 
quishing it to the enemy. Moreover, we must not assume that this 
is a short-run situation. It is not. To decide the duration of our 
foreign assistance from year to year, from one Congress to another, 
is foolish and defeats a prime consideration—the most efficient 
and economical use of our money. President Eisenhower in his 
1956 foreign aid message tried to meet this situation, at least in 
part, by requesting approval for flexible commitments up to ten 
years to assist countries in organizing long-term projects important 
to their development. Congressional reactions from both parties 
to this proposal, however, have thus far been less than enthusiastic. 
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The Development 
Process" 











WHEN WE TALK ABOUT AID TO UNDERDEVELOPED areas of the world— 
in the Middle East and Asia, in Africa and Latin America—we 
usually think about them as areas which live in poverty as com- 
pared with the developed, industrialized countries of the West. 
We then jump to the conclusion that this poverty can be eradi- 
cated by economic means—by technical assistance and loans or 
grants, public and private, by the developed countries. This view 
is shared by many leaders of the underdeveloped areas, who often 
regard financial and technical aid by the West as the magic key 
which will open a new era of prosperity and well-being for their 
peoples. 


Noneconomic Problems 

It is important to understand, however, as Professors Norman 
S. Buchanan and Howard S. Ellis point out in their valuable 
book, Approaches to Economic Development, published by The 
Twentieth Century Fund, that “the really fundamental problems 
of economic development are noneconomic.” This, the authors 
make clear, has been true of the remarkable growth of total output 
in the developed countries since 1800. Their growth was due to 
four interlocking factors: the emergence of entrepreneurs—of 
men who were willing to take the risks of starting new enterprises; 
* This section was prepared by Vera Micheles Dean, editor of the Foreign Policy 


Association, on the basis of Chapter 19 of The Twentieth Century Fund study, Ap- 
proaches to Economic Development, by Norman S. Buchanan and Howard S. Ellis. 
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innovations and technical change; capital accumulation; and 
increasing specialization and exchange between persons and 
regions nationally and internationally. 

In short, economic development cannot take place in a political, 
social and cultural vacuum. Economic development cannot be 
“imported” from abroad, except in the narrow sense of acquiring 
certain technical skills made available by developed countries. 
In nearly all of its important essentials, economic development 
must be “generated from within.” This means that the provision 
of capital equipment from abroad or the demonstration of 
superior techniques of production will not create an environment 
in which innovations are bound to appear or in which the spirit 
and point of view needed to produce entrepreneurs are certain 
to flourish. The underdeveloped peoples cannot base their hopes 
for a better future on economic development alone. They must 
have a genuine and continuing desire for economic progress, deter- 
mination to achieve it, and willingness to undertake the political, 
social and cultural adjustments that would make progress possible. 


How West Developed 

The history of developed countries shows that economic 
progress depends chiefly on the operation of three major forces: 
technological innovation that improves productive efficiency; 
the breaking up of the traditional economic and social moid by 
the impact of innovations; and the opening up of new and 
broader markets inside and outside the country. 

The developed countries of the West had one great advantage 
over the underdeveloped countries of the 20th century. They 
developed gradually, over decades and even centuries, and were 
able to carry out far-reaching changes in their agriculture before 
entering the period of the Industrial Revolution. 

They also started with very small populations compared to the 
vast populations of present-day India; China, Russia, Japan and 
some other underdeveloped areas, and were able to achieve a high 


standard of living. Today population pressure, taken together 
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with the need for agrarian reform, creates a vicious circle of unrest 
in the backward areas. 

Higher real income per person, however, can be achieved only 
when total income increases faster than population. Yet the first 
effect of public health, sanitation and economic measures intro- 
duced from the West is to decrease the death rate while the birth 
rate remains constant. Modern demographic patterns show that 
birth rates will slowly decline with the growing desire for higher 
living standards, but meanwhile the widening gap between births 
and deaths raises thorny problems for economic planners, par- 
ticularly where food production is outstripped by a high birth 
rate. In Java, for example, population increased 14 percent be- 
tween 1937 and 1951, whereas food production declined 5 percent. 
India experienced a similar relative decrease in food output dur- 
ing the same period, but the subsequent success of its first Five- 
Year Plan, with the cooperation of favorable monsoon rains, has 
re-established a modestly favorable ratio of food to population. 

In areas where relatively few years ago there was plenty of 
space for all, the phenomenal population growth, due largely to 
the impact of the West, has generated a pressure on the land to 
the point where peasant discontent may give communism an open 
sesame as it did in China. The population of the Indian sub- 
continent has more than doubled since 1850; Java has gone from 
4.5 million in 1815 to 50 million today. This is the stuff of which 
political dynamite is made. 

As much as four-fifths of the people in some of the countries 
of Asia, Africa, the Middle East and Latin America live on the 
land. Just as substantial changes in the rights to land preceded, 
or accompanied, Western transition from feudal to modern 
economy, so genuine reform of archaic land tenure and tenancy 
systems, along with other aspects of general economic progress, 
is an essential precondition of rising productivity in countries 
like Pakistan and the Philippines. Land reform and stabilization 
of the disquieting population rise would—perhaps more than any 
other single measure—improve general well-being among the 
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underdeveloped peoples and enhance their potential for ad- 
vancement. The Western nations not only started with small 
populations but they were able to siphon off a considerable 
number of their inhabitants through emigration to underdevel- 
oped areas in the New World and elsewhere—an opportunity not 
available today. And because of the gradual character of their 
development process they were able to utilize earlier technical 
inventions and to accumulate capital for investment with less 
hardship for the individual than the underdeveloped peoples of 
our times. 

In our times, however, the underdeveloped peoples enjoy one 
advantage over the Western nations of the 1800’s. They do not 
have to make genuinely new innovations. They can import 
known and tried techniques—with modifications appropriate for 
their special circumstances—from the advanced countries; and this 
Japan in the 1860’s, Russia in the first half of the 20th century, 
and India after 1947 have done with marked success. 


What Governments Can Do 

According to the Buchanan-Ellis study, the less-developed areas 
“could establish a firm foundation for the introduction of tech- 
niques from abroad if they initiate the process of development 
by utilizing the real resources they now possess, by using them 
well, and, so far as possible, using all of them.” 

What can the government of an underdeveloped area do to 
achieve the maximum conditions favorable to effective economic 
development? It can deliberately change socio-political conditions 
by such measures as the abolition of serfdom, legislation about 
ownership and use of land, and reform of the monetary and tax 
system. It can also promote literacy and general education, 
essential for the application of modern technical methods. It can 
encourage labor mobility, both geographically and occupationally, 
among other things, by fostering trade schools and technical 
education. The government can expand domestic trade, as well as 
trade with other nations, by improving internal transport and 
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communication. It can spur the construction of railways, roads, 
harbors, telegraph and telephone facilities. It can encourage the 
building of dams and irrigation projects. 

For many of these undertakings, which require long-term 
planning with little prospect of a financial return in a short 
period of time, the government will probably have to supply the 
necessary financing—through taxes, internal bond issues, foreign 
loans, private and/or public—and it does not have to resort to 
socialism. It can assign actual construction to private firms and 
thereby encourage the rise of native entrepreneurs. 


Basic Problems Similar 

The problems faced by the government of an underdeveloped 
area are essentially similar, whether development is done through 
the price system, as in the Western nations of the 1800's, or 
through central planning, as in Soviet Russia and Communist 
China, or through a mixed economy, as in independent India. 
People must be moved off the land into urban industrial employ- 
ment, but there must be industrial development to absorb agri- 
cultural laborers removed from the villages—otherwise large-scale 
unemployment, leading to political instability, will result. 


Agriculture and Industry 

To industrialize successfully, the government must create a 
group of technicians and entrepreneurs—whether operating pri- 
vatély or in state employ—who receive the same esteem in their 
society as warriors, politicians, scholars and government admin- 
istrators have énjoyed in the past. It must organize economic 
development in such a way as to ensure an adequate food supply 
for workers shifted from the land to industrial production during 
the transition from backward agriculture to a modern economy. 
It must provide for steady formation of capital for investment— 
both public and private—in new enterprises, by establishing an 
efficient system of taxation and by creating credit and banking 


facilities. 
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—From The Mutual Security Program, Fiscal Year 1956 (A Summary State- 
ment, May 1955). Washington, ICA, 1955. 
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The government of an underdeveloped area must also strike a 
workable balance between the development of agriculture and 
industry. The existing endowments of underdeveloped countries 
consist chiefly of resources for primary production—the production 
of foods and fibers and of industrial raw materials of all kinds, 
such as oil and copper, iron and manganese, rubber and tin. It 
is advisable for underdeveloped areas to use these resources, in 
the first instance, to build a sound foundation for their future 
development, by applying improved techniques imported from 
abroad to the development of agricultural products and raw 
materials, which are needed both for internal consumption and 
for export. 

Even agricultural development, if it outstrips other factors 
in the economy, such as training of technicians and general 
educational preparation of the population, can be self-defeating. 
To give one example, the giant Helmand Valley land-reclamation 
scheme the United States helped to set up in centuries-old Afghani- 
stan ran into difficulties in 1955. Because of a miscalculation on 
our part, great water resources were turned over to a nomadic 
people who had never known the science of cultivation, with 
the result that thousands of acres of land were flooded and the 
government was unsettled. This setback, due to poor planning 
and the lack of firm guidance in the dispensing of funds, may 
have disaffected democratic elements in this strategic frontier 
country, which shares 700 miles of border with the U.S.S.R., and 
prompted the Russians to step up their intensive efforts in 
Afghanistan. 


What Kind of Industries? 

In order to make maximum use of what they already have, 
underdeveloped areas could establish industries, such as textiles, 
which require light capital equipment relative to labor; choose 
small-scale operations involving small risks and equipment in 
preference to large-scale costly industrial undertakings; foster ex- 
isting primary production through processing industries inti- 
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mately related to food and raw materials; and encourage village 
handicrafts and local industries, provided efficiency is not too 
low and no better alternative employment exists. In the opinion 
of Buchanan and Ellis, heavy industry—which is often an im- 
mediate goal of underdeveloped areas once they have achieved 
political independence—would appear only in countries which 
have exceptionally fortunate combinations of coal and iron 
resources and large domestic or regional markets, as is the case 
with Britain and Germany, the U.S.S.R. and the United States. 

For this process of development the underdeveloped area needs 
three factors: skilled labor; a corps of managers, businessmen 
and foremen who are scarcer even than skilled labor and also 
than capital resources; and capitai for investment. 


Where Does Capital Come From? 

Investment capital can come from external or internal sources, 
both public and private. The annual sums available to the under- 
developed areas from public external sources—national and 
international—as shown in this HEADLINE SERIES book, are very 
limited and are insufficient to make appreciable differences in 
income levels. Nor is the prospect of foreign private investment 
encouraging at a time when Western private investors enjoy 
attractive opportunities for investment in their own countries, 
and face considerable risks if they invest money in underdeveloped 
areas. 

Under the circumstances, domestic sources of capital are 
indispensable for development. The government of an under- 
developed area must establish an efficient tax system as the 
ultimate foundation of development finance. It may also obtain 
funds for development projects by domestic borrowing. It can 
encourage private saving by creating political stability, security 
of property, stability of currency, the spread of savings institutions, 
avoidance of expropriatory taxation, and other measures. It can 
encourage private foreign investment by fostering the growth or 
preservation of political and economic freedom. 
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Once a country is well advanced in the process of development 
it can obtain large amounts of foreign private capital, as the 
United States did in the 19th century and Canada is doing in 
our own times. However—and this is an important point—it is 
not the conditions within the chief potential lending countries, 
but the conditions within the borrowing economies, that need to 
be reformed. The governments of underdeveloped areas must 
recognize that contributions of capital by outright gifts or by low- 
interest loans have their place in enlightened foreign policy of 
the Western nations, but these are—as they are correctly labeled— 
aid and not the substance of development. Unless a desire to 
progress becomes part of the very character of a nation, there is a 
danger that any forward movement will come to a standstill 
as soon as foreign aid ceases. 


Responsibility of Advanced Nations 

The underdeveloped areas, however, can prosper over the long 
pull only if they can become a part of the world market. The 
leading commercial nations of the world, which are also the most 
developed—Britain and the United States, Germany and Japan 
and, more recently, the U.S.S.R.—are the international markets 
for the foods, fibers and industrial raw materials of the under- 
developed areas. They must take the responsibility to ensure that 
the world trading system expands, thus affording the _less- 
developed areas the opportunity to earn their way by increasing 
exports; to prevent distortion of their development by trade 
barriers, exchange controls and preferences; and to assure these 
economies a tolerable degree of stability in the world demand for 
their exports. Ultimately economic progress in the underdevel- 
oped world depends more heavily on a favorable international 
setting for ordinary production, sale and purchase than on factors 
which initiate development, such as the transfer of techniques and 
capital from foreign shores. 
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What Can 
U.S. Do? 








ONCE WE FACE THESE FORMIDABLE PROBLEMS AND ACCEPT the idea 
that marginal assistance to the retarded areas is in our national 
interest, the question is, How can these problems best be met— 
practically, efficiently, economically? 

The history of our experience in private and public assistance 
furnishes valuable guidelines. Both governmental and private 
institutions have essential and yet quite different responsibilities 
to perform. Contrary to the impression of some, their roles are 
not competitive or alternative, but complementary. What we must 
understand is where the work of one begins and the other ends, 
so that overlap and undercutting can be avoided. In the past, 
public policy has sometimes hamstrung private business efforts, 
and vice versa. Our trade program, for instance, despite some 
improvement in recent years, has harassed importer and exporter 
with its arbitrariness and complexity. Even more serious, it has 
contributed to dollar shortage abroad, which in turn aggravates 
the already unfriendly atmosphere for the foreign investor. The 
potential investor, as a consequence, has more often than not kept 
his money at home. 


Both Trade and Aid Needed 

To break through this frustrating circle, which harms our 
larger national interests, we need imaginative programs of both 
trade and aid. Some of the job is already under way; but given 
the magnitude of our political stake, the surface has barely been 
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scratched. Popular notion has exaggerated the quantity of our 
foreign economic aid. This is understandable in view of the 
impressive over-all total amounts the United States has spent. 
Actually it forms a very small fraction of total assistance; most 
of our aid, by far, is linked with military or defense objectives, 
to underpin important regional defense arrangements—for ex- 
ample, the Southeast Asia Treaty Organization (SEATO), the 
Middle East Treaty Organization and the Baghdad pact. 

No one would be so foolish as to minimize the importance of 
these appropriations, but the sums left for pure economic under- 
takings, which reach a different group of strategic countries, are 
relatively small. In President Eisenhower’s 1956 request for 
nearly $5 billion for the 1957 Mutual Security Program (a sum 
which, by comparison with previous years, is deceptively large 
because about $2 billion will go to refill the fast-emptying pipeline 
of military deliveries), $327 million, or less than 7 percent of the 
total, was for developmental assistance. Considerably larger 
amounts in the budget, which are earmarked for economic aid, 
will actually go for defense—for the direct or indirect support of 
Allied military forces. 

A reasonably moderate increase in technical assistance and 
development aid programs merits serious and immediate consid- 
eration. But dollars alone are never the complete answer. Let us 
look at the various courses open to us and appraise their potential. 
As the leader and the economic giant of the Western world, the 
United States can do a number of things to help the development 
of the backward countries, such as continued revision of our trade 
program and imaginative overseas use of our farm surpluses; but 
the direct economic methods available to us are three in number: 
technical assistance, private investment and governmental invest- 
ment, both bilateral and international. 


Sharing Our Know-How 


Our Point Four program is one of the noblest policies a govern- 
ment ever undertook. The English historian Arnold Toynbee has 
said that the 20th century will be chiefly remembered as the age 
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in which mankind made the benefits of advancement available to 
the whole human race and as a consequence brought welfare 
within the range of all. The sharing of knowledge, of course, is 
as old as mankind. As a matter of fact, the Point Four concept 
may be said to have begun when the man who invented the wheel 
told someone else about it. 

The private sharing of American know-how began as early as 
1850 when the United States, which had received technical 
assistance as a by-product of trade with Europe, began to furnish 
knowledge to others through its missionaries, traders and business- 
men. Although not well known, the work of these early Point 
Four pioneers left a notable heritage in far quarters of the world, 
including such institutions as Robert College in Istanbul, the 
American universities at Cairo and Beirut, and schools and 
churches all over the Far East. The American government em- 
barked on its overseas educational programs in the 1930’s when 
Congress authorized the,executive branch to detail employees for 
temporary duty with the governments of other American coun- 
tries, as well as the Philippines and Liberia. 

This program achieved its finest form in Latin America, where 
the technique of “learning by doing” grew out of joint security 
action during World War II to combat low health standards and 
food shortages in this hemisphere. Out of this almost incidental 
beginning, most of the projects were, and are, carried out through 
servicios, or Cooperative service agencies, staffed jointly by United 
States and local personnel. Much has been done about agrarian 
improvements, for example, by the agricultural servicio in Hon- 
duras, which staffs about 300 natives supervised and instructed by 
a handful of Americans. From its headquarters at Comayagua 
have come improved breeds of steers, higher-yield corn seeds, 
soil-testing services, and a variety of other aids to rural folk. 

In January 1949, when we were winning the cold war in Europe 
but beginning to lose it elsewhere, President Truman used his 
inaugural address to take the psychological offensive in the battle 
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for men’s minds, announcing a relatively simple concept—our 
decision to share “the benefits of our scientific advances and 
industrial progress” with the peoples of underdeveloped areas. 
This idea, catching on like wildfire, became known around the 
world as Point Four, simply because it came fourth in order on 
the President’s foreign policy agenda. Although characterized at 
the time by its author as the “bold new program,” it was clearly 
not bold in monetary terms or new as an idea; but its tremendous 
moral force sprang from the realization of underprivileged 
peoples that, as a nation, the United States was interested in their 
welfare and prepared to help them. 


How About ‘Do-With’? 

Point Four has become synonymous with technical assistance, 
but in fact, Truman’s original proposition described a broader 
program of economic development of which the exchange of 
know-how was only one element. That is to say, technical 
cooperation represents the sharing of know-how, but it does not 
provide the ‘“‘do-with” to complete the job. It teaches the Para- 
guayan or Indochinese farmer more advanced techniques of culti- 
vation, but as a rule does not supply money for seeds, equipment, 
insecticide or fertilizer. 

If Point Four has been oversold, as some say, it is because its 
more overzealous supporters have missed this important fact. 
Without minimizing the great significance of the program, par- 
ticularly its psychological appeal, it should be recognized that 
of and by itself, technical cooperation cannot work miracles for 
backward economies. It can be a successful catalyst only if 
accompanied or followed by public and private capital, in com- 
paratively small amounts at the outset but, as time goes on, 
increasing substantially to sustain and enlarge the progress 
achieved. Point Four’s innovations in health, education and 
agriculture, which form the bulk of the program, lay the founda- 
tion for long-range development. 
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Is Point Four a ‘Giveaway’? 

Critics of the program have characterized it as a “giveaway” 
operation. This is not the case. In the first place, technical 
assistance, relatively speaking, has never been an extravagant 
undertaking. At its peak the amount spent has never been more 
than $200 million a year, and for most of its brief operation, 
considerably less. Secondly, recipient governments not only have 
to want and to request aid, but they have to put up matching 
funds in national currencies to cover local costs, in this way 
furnishing, on the average, three out of every four dollars of 
over-all expense. What the Point Four program chiefly provides 
is knowledge, not dollars. It teaches the Indonesian mother child 
care, the Indian farmer to use a hoe instead of a bent stick, Iranian 
villagers to attack malaria with DDT spraying. More than 2,000 
United States technicians, self-styled “shirt-sleeve diplomats,” 
working with their own hands, side by side with local peoples, 
are on the job in some 60 countries. By concentrating their efforts 
on fundamentals—sanitation, home crafts, personal cleanliness, 
the need for clean drinking water, and the like—primitive peoples 
in numerous places are beginning to live longer and better and 
have become interested in continued progress. 

A wide range of accomplishments are credited to the Point 
Four program. Cooperative health projects in Latin America have 
reached more than 25 million people; 7 hospitals and 60 health 
centers have been established in Brazil; life expectancy in 17 
cities of the Amazon Valley has been raised from 37 years to 47.7 
years. One million people have been treated for trachoma in 
Indochina; food consumption has doubled in Peru; agricultural 
colleges have been established in Iraq and Ethiopia; a technical 
institute has been set up in Thailand, teacher training centers 
in Bolivia; more than 50 American universities have educational 
programs going in 36 other nations. As the primary needs of the 
people are met, the area of technical cooperation widens to 
include transport, industry, labor and public administration. 
Some countries, such as India, are rapidly reaching this more 
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advanced stage, at which the potential for absorption of capital 
begins to increase almost geometrically. In the fiscal year ending 
June 30, 1956, 58 percent of our economic and technical assistance 
went to nine Far Eastern countries, lying in the shadow of Com- 


munist aggression. 


Administrative Headaches 

Despite successes, Point Four has been plagued by administra- 
tive headaches. Long-range planning, implicit in revising ancient 
ways of doing things, has been seriously hampered because the 
executive each year has had to seek congressional appropriations. 
In its short history, moreover, Point Four has been administered 
by a succession of letter agencies-TCA, MSA, FOA and, most 
recent and current, the International Cooperation Administration 
(ICA), established as a semiautonomous branch of the State 
Department in July 1955. Four major reorganizations since 1950 
have disrupted operations, demoralized personnel and confused 
recipient governments. 

At times the line between Point Four and defense assistance 
has not been clear; and on at least one occasion, because of 
domestic policies, there was real danger that technical assistance 
would be absorbed into military support. This would have 
destroyed its profound appeal. ICA, now back in the State 
Department where it belongs as an instrument of foreign policy, 
carries responsibility for administering economic aid as well as 
technical cooperation programs. It is helpful to have the programs 
carefully coordinated, but care should be taken to preserve the 
special strings-free nature of Point Four which makes it peculiarly 
acceptable in many countries in a way not attained by other aid 


programs. 


‘People-to-People’ Operation 

The most persistent administrative problem of Point Four is 
how to recruit and keep qualified personnel. Many of the needed 
skills are in short supply in the United States, and the rate of 
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turnover has been disturbingly high—for an important reason: 
the rigors of the job are great and the rewards small. Primitive 
living conditions, stifling heat, strange diets, endemic diseases, 
filth, even hostile natives, are among the frequent arduous draw- 
backs. 

This kind of rice-roots life calls for a rare blend of dedication, 
sensitivity and understanding, in addition to technical competence 
and enormous capacity for hard work. The United States Senate 
believes the expert should be “not only a technician but also 
something of a linguist, a diplomat, a teacher, a sociologist, a 
cultural anthropologist and a missionary.” Former Ambassador 
Chester Bowles has said that if he were selecting a technical 
assistance expert for India, he would “take the specialist and his 
wife on a two weeks’ camping trip, preferably in the rain with a 
leaky tent.” To get the job they would have to come through 
“with a smile on their faces.” 

Small wonder that trained and able people are hard to find 
and that there is lively competition between agencies for those 
available. To give the work a more attractive and permanent 
character, it has been suggested that technical experts be included 
in the consolidated career service of the State Department. Also, 
universities might be encouraged to institute specialized training 
courses to turn out diplomat-technicians. This is a people-to- 
people operation and can only be as good as the quality of its 
personnel. 


UN Technical Assistance Program 

As part and parcel of their regular activities in the economic 
and social fields, the United Nations and its network of specialized 
agencies, whose abbreviated titles sound like alphabet soup, had 
small programs of technical assistance underway since their estab- 
lishment. But following President Truman’s Point Four proc- 
lamation, and under American leadership in the UN, the regular 
programs were expanded and more specifically oriented toward 
economic development. 
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Operating modestly with a current budget of less than $30 
million a year, the multilateral UN Technical Assistance Program 
has set out to tackle enormous problems—rampant disease, mass 
illiteracy, low crop-yields. In its five-year history it has sent out 
over 5,000 experts and awarded more than 8,000 fellowships, 
reaching in all more than 100 countries and territories. Among 
its diverse accomplishments it points to the following: cotton 
yields in Afghanistan increased by 50 percent; malaria stamped 
out in areas of Burma where formerly one in every three babies 
was infected; domestic air mail service inaugurated in Iran; 
rinderpest—the cattle disease which used to kill 2 million animals 
annually in Asia—brought under control; in Iraq the institution 
of sugar manufacture from dates; and the training of Latin 
Americans in modern steel-making techniques. The impressive 
story of how the environment in remote places over all the world 
is being altered for the better is poignantly told by Kathleen 
McLaughlin of The New York Times in her book New Life in 
Old Lands. 


U.S. and UN Aid 

There is little question that the UN Technical Assistance 
Program has done much good for little money. For our share 
in this program, which has been reduced to the present 50 percent 
of the total, or about $14.5 million in 1956, we have received 
considerable credit. It is well recognized by UN members that 
we played a large part in setting up the assistance program, have 
consistently been its principal contributor, and have supplied 
over one-fifth of its experts. 

Perhaps the best indication of the success of the UN program 
is the fact that the U.S.S.R. and several Eastern European satellites 
have become members after years of boycotting it as an “imperial- 
istic American venture.” Contributing at the rate of 4 million 
rubles a year ($1 million at the official exchange rate), which are 
being used in kind in India and other countries, the Russians are 
challenging us in a field where we have exhibited initiative and 
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leadership. Unquestionably, their participation raises important 
considerations for us, but unless we and the other free nations 
permit it, the Communists cannot take over the program. To 
abandon our support would play right into their hands. 

Two Congressmen—Brooks Hays, Democrat of Arkansas, and 
Chester E. Merrow, Republican of New Hampshire—who served 
on our UN delegation last year, have strongly urged that we 
increase the distribution of our foreign aid funds through the 
multilateral programs, on the ground that this way we get more 
for our money. Although we may not receive as much direct 
credit, according to the Representatives, we still adequately serve 
the ends we seek. They argue that “the basic reason for our 
program of economic assistance is not to purchase affection but 
rather to strengthen the free world.” It is true that in the UN 
program, to which 79 nations now contribute, our dollars are 
stretched much further. As a matter of fact, if we add in the 
local contributions of the recipient countries, our share becomes 
as little as 17 percent a year. 


Experts from Many Lands 

The UN program also saves us experts, who are in not too 
abundant supply, for it is in a better position to supply men for 
certain jobs requiring special linguistic ability and knowledge of 
primitive skills and cultural differences. Under the multinational 
approach, moreover, the receiving countries supply many of the 
experts. In 1953, 38 of the 66 underdeveloped nations importing 
technicians also sent personnel to other countries. Yugoslavia 
dispatched a shipbuilding expert to Ecuador while using the 
services of a British technician in another line of shipbuilding. 
Ecuador sent a specialist to help on educational problems in 
Bolivia, which itself had sent a doctor to the Philippines; from 
the Filipinos, Formosa obtained an expert to fight malaria. 
Hypersensitive to charges of foreign paternalism, some countries— 
Burma and several of the Arab states, for instance—are cautious 
about accepting funds directly from a great power, yet anxious 
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to cooperate in an international venture. The UN program gets 
them off the political hook and makes it possible for us all to 
work together. In the UN program the underdeveloped countries 
are givers as well as takers. Because of this the expanded program 
creates a real sense of participation on the part of all. 


Problems of UN Aid 

Given the remarkably small sums at its disposal and the magni- 
tude of the problems it is tackling, the UN Technical Assistance 
Program has proved it could have an impact far beyond its 
financial resources. It could probably do even more if it were 
not set up under complicated and bureaucratic machinery. Its 
principal administrative problem, that of coordination among the 
numerous participating agencies, is handled by a Technical 
Assistance Board (TAB) with policy review charged to a com- 
mittee of governments (TAC). 

The whole operation falls under the supervision of the 18- 
member UN Economic and Social Council, with ultimate author- 
ity in the General Assembly. The structure is top-heavy and 
unwieldy, difficult and expensive to administer and conducive 
to interagency feuding. The annual basis for contributions 
employed by most governments, moreover, obstructs long-range 
planning and imposes an additional burden of cost on admin- 
istrative overhead. In the past the lag in payment of contributions 
and the difficulty in converting some of the currencies were 
additional hazards. The United States, which previously dragged 
its feet, set a good example last year by promptly paying up its 
pledge for 18 months instead of the usual 12. Further vigorous 
leadership on our part and that of other governments to stream- 
line the organization, eliminate overlapping and reduce unreason- 
able overhead costs will greatly enhance this important work. 

Some have suggested that we channel all of our technical 
assistance funds through the UN. To do so, however, would 
swamp the UN with dollars (it is already encountering difficulty 
in matching the increased United States contribution this year) 
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and discourage other contributors. For obvious reasons of security 
and defense, moreover, the United States will probably always 
want to dispense some funds directly. 

A better case can be made for increasing the present multilateral 
program. The consensus of experts seems to be that the program 
should be doubled in the next few years, which would bring its 
budget to more than $50 million. The American share of this 
enlarged program, if we follow the recommendation of the 
International Development Advisory Board, would be relatively 
smaller but larger in absolute amount. Congress has specified that 
our share, beginning in 1957, should not be more than one-third. 
Provided the UN continues to strengthen its operation and im- 
prove its administration, this would be a good investment on 


our part. 


OAS and Colombo 

As we have seen, technical assistance is not exclusively an 
American undertaking. We have already discussed the United 
Nations, with its growing operation. The Organization of Ameri- 
can States (OAS)—of which the United States is an active and 
conscientious member, contributing 70 percent of its resources— 
has carried on Point Four activities for a number of years. Its 
emphasis, for reasons of economy and efficiency, is on regional 
training centers in different fields—trade and commerce, low-cost 
housing, rural teacher training—which operate in Santiago, 
Bogota and Rubio. Several European countries—France, Denmark, 
Norway and Switzerland, among others—have set up miniature 
Point Four programs of their own. Even India has proffered 
technical aid to its northern neighbor, Nenal. 

Finally, the Colombo Plan, named after the capital of Ceylon 
where it was instituted at a meeting of British Commonwealth 
ministers in 1950, directs its attention to the development of 
South and Southeast Asia. The Colombo Plan is really a multi- 
lateral framework for a collection of bilateral plans, each inde- 
pendent and individually run, in which 18 members who have 
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interests in the area, including the United States, participate. 
Combining interests in both technical and economic assistance, 
its operations consist almost entirely of a clearinghouse to facili- 
tate exchanges of requests and offers of assistance. Because of 
its loosely knit nature, it is difficult to estimate the total sums 
involved or the over-all results, but it is safe to say the Colombo 
Plan has had a beneficial effect in bringing substantial technical 
skill and new capital into this strategic area. 


Private Philanthropy 

As we see, technical assistance is not solely confined to American 
activities; nor is it only the business of government, by any 
manner of means. Many private organizations were carrying out 
Point Four programs a century before government entered the 
lists and will undoubtedly be a long time after government gets 
out. Hundreds of religious, philanthropic and educational or- 
ganizations, completely independent of government, ranging 
from the Seventh-Day Adventists to the Quakers, have engaged 
in multiple projects designed to improve health, promote well- 
being, and raise the level of literacy. The impressive array of 
institutions and activities scattered the length and breadth of the 
world is eloquent testimony to their persistence and pioneering 
spirit. 

The largest single private technical assistance program, and 
one of the most effective, is that conducted by The Ford Founda- 
tion in 11 countries in Asia and the Middle East. The foundation, 
dividing its expenditures among programs of economic develop- 
ment, education, public administration and social and economic 
research, carries out its activities through public and _ private 
agencies to which it makes grants. Using the formula, “To help 
those who want to help themselves,” it has found its chief success 
to date through participation in the community development 
program of India, which in the course of five years has helped 
to make that vast land almost self-sufficient in food for the 
first time in modern history. Roads have been built, compost pits 
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dug, wells repaired, cattle inoculated, homes built, fields irrigated, 
fertilizer and wheat seed distributed, and schools established. 
Emphasis so far has been on agriculture and, of late, social and 
health education, but the foundation is now planning to cooperate 
with India in its five-year industrialization plan. American founda- 
tions, by their willingness to remain anonymous and to take pride 
not in publicity but in a job weil done, have quietly gained us 


much good will. 


Role of U.S. Business 

American business plays an important role in aid to underde- 
veloped areas. Large concerns such as the Arabian American Oil 
Company in Saudi Arabia, International Basic Economy Corpora- 
tion in Venezuela and United Fruit in Central America have ex- 
tensive research and educational programs abroad. From the point 
of view of enlightened self-interest, and in pursuit of normal and 
profitable operations, these companies have consciously followed 
policies of good citizenship in the foreign countries where they 
live and work. They have trained workers, started new industries, 
erected plants, and created beneficial living conditions for their 
employees. 

In Liberia the Firestone Company, for example, has laid the 
groundwork for large-scale economic development, transforming 
the country from a deficit to a solvent economy. This industry has 
built roads, bridges, telephone systems, hydroelectric plants and 
radio stations; established hospitals, dispensaries, prenatal care 
clinics and nurses’ training schools; opened vocational schools; 
and published the first grammar in the leading Liberian language, 
Kpelle. In an instructive series called United States Business 
Performance Abroad, the National Planning Association gives 
a graphic account of contributions made by specific American 
firms overseas: Sears Roebuck in Mexico, Casa Grace in Peru, 
the Philippine American Life Insurance Company in Manila and 
the Creole Petroleum Corporation in Venezuela. All of this is 
admittedly good business. But it is also an object lesson in the 
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workings of private enterprise for foreigners who might be choos- 
ing between two ways of life. The Communists to the contrary, 
American business for the most part has worked to increase pro- 
ductivity abroad, to encourage industrialization, and to win 
friends and customers for the United States. 


An Encouraging Story 

By Western standards, progress that comes with technical 
assistance is agonizingly slow. It takes many years to develop 
irrigation schemes, to improve a strain of cattle or the quality 
of a wheat crop. It takes years to train technicians for airfields, 
medical laboratories and new industries. Point Four can only 
begin or facilitate the job of economic development—it is no 
miracle-working panacea. The peoples of the retarded countries, 
with the assistance of some outside capital, have to shoulder and 
finish the job themselves. 

The results of Point Four thus far tell an encouraging story. 
The United States has much to gain and little to lose by its 
participation, bilateral and multilateral. Gratitude is not our 
objective; but by helping people to help themselves, we bring 
nearer the day when they can stand on their own feet. Although 
unsought, appreciation sometimes does come our way. Every 
structure, for example, that the cooperative United States-Brazil 
Health Agency puts up bears a plaque reading, “This building— 
the symbol of a Good Neighbor Health Policy—was constructed 
by the United States of Brazil and the United States of America.” 
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Where Will Capital 
Come From? 








WHEN WE SPEAK OF ECONOMIC DEVELOPMENT, WE MEAN the develop- 
ment of the real income potential of the country, by more effective 
utilization of its resources and by additions to these resources. 
The rate at which development advances depends on how fast the 
country’s stock of real capital can be increased. 

To accelerate development, two factors are essential: trained 
manpower and productive capital. Both, as we have noted, are 
more or less scarce in the underdeveloped areas. The two must go 
hand in hand, but the greatest single need today in most retarded 
countries is capital. Technical assistance helps to provide trained 
manpower and to create favoring environment for capital, but 
this is as far as it will go. Capital involves two considerations: 
the accumulation of wherewithal, and its productive use for in- 
vestment once capital has been formed at home or obtained 
abroad. In the underdeveloped countries effective use requires a 
broader investment concept than ours, for manpower, material 
and supplies must be expended on wiping out disease, overcoming 
illiteracy and building roads before capital formation can proceed. 
In short, capital formation in these countries is first an internal 
social, and then an internal economic, process. 


How Capital is Formed 

The ways of starting capital formation in these countries are 
limited. The task of increasing the stock of real capital depends 
largely on how much can be saved from current income, but the 
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rate of saving is generally low because of widespread poverty. 
Part of any surplus that may exist usually goes into nonproductive 
uses or is hoarded. The spark plug of our system—the use of 
available capital to produce more capital—is not known, or where 
it is known, appropriate institutions have not been developed to 
facilitate the process. 

The situation, however, is not as hopeless as some of the 
political leaders of underdeveloped nations at times believe. Too 
often pleas for outside help are uttered without pitching in at 
home to do what is possible. Where financing is short, investment 
in kind, using the most available resource of the backward areas, 
labor—abundant but unskilled—and local materials, can add to 
national wealth. 

Enterprising and imaginative organization of volunteer man- 
power can produce irrigation and swamp drainage, construction 
of schools and workshops, road and river improvement—all under- 
takings which require little more than labor and simple tools. 
Surplus or idle agrarian workers can be employed in elementary 
rural industries. These nonfinancial pursuits were practiced by 
our early homesteaders, and in modern times have been used with 
good results under Point Four guidance in various places as far 
apart as Greece and Ecuador. The concept of creating capital out 
of otherwise unused resources is the mainstay of India’s com- 
munity development program. In this country of abundant labor 
and low capital resources, 85 percent of the program is self- 


financed. 


‘Work Harder and Save More’ 

The American economist Eugene Staley reminds us that 
England a century or two ago had an income level probably not 
much higher than many of the underdeveloped countries today, 
and yet financed its own industrialization, largely with private 
capital. But England’s Puritan spirit of “work harder and save 
more” is not always present today in many Middle Eastern and 
Latin American nations. It has been estimated that as much as 
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—From The New York Times, Jan. 23, 1956. 


A COMPARISON OF THE UNITED STATES APPROPRIATIONS AND EX- 
PENDITURES FOR FOREIGN AID FOR YEARS 1948 THROUGH 1957. 


one-fifth of Philippine national income, for example, could be 
funneled each year into development if there were a serious 
effort made to invest it domestically. Saving by the large-income 
receivers, establishment of banks, insurance companies, and other 
agencies which channel funds into constructive activity, coupled 
with education about the value of thrift, would advance private 
capital formation. Other measures which merit close study by 
retarded countries are revision of tax systems, conducted with 
sound fiscal machinery and by honest personnel, plus govern- 
mental mobilization of capital by borrowing, deficit financing 
and inflationary measures—although the latter present serious 
pitfalls. Depending on how far advanced a country is, there are 
practical limitations to some of these courses. Good fiscal practice 
and sound taxation presuppose the existence of qualified public 
administrators, usually one of the features most prominently 
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missing in underdeveloped societies. ‘To collect the sums needed 
for large-scale public works in the poorer countries, moreover, 
would be difficult without resort to authoritarian methods. Even 
productive use of unemployed labor requires organizational 
talent and initiative. 

Self-reliant development by the retarded countries is the 
preferable way, for us and for themselves, provided the methods 
utilized are democratic in spirit. Once the voluntary spirit of 
cooperation is replaced by forced regimentation of labor and 
savings, however, our objective is defeated. In Communist China 
today as much as 15 percent of the gross national product, it is 
believed, may be invested—two or three times that in some of the 
surrounding nations—but this is done at the expense of the 
individual, a brutal policy that insures a rapid, but rigorous, 
industrialization. If the developing states must rely solely on 
their own resources to build their economy as quickly as they 
wish, there will be a strong temptation in some quarters to 
emulate the Soviet sure-fire method. Assessing this dilemma 
candidly, Walter Lippmann concludes: “For development with 
freedom, though ever so much better than development with 
coercion, is a slower and more expensive method.” 


Private Investor's Role 

In the kind of development which is compatible with human 
dignity private capital has a significant role. Its efforts will be 
concentrated on the development of natural resources, processing 
and manufacturing, opening of markets, distribution of products 
and industrialization. Private capital carries important collateral 
benefits. If there is any way to transmit successfully and without 
distortion the genius of free enterprise and, in a larger sense, the 
political system it supports, it is through the initiative and 
endeavors of the individual businessman. 

Apart from the obvious advantage of relieving some of the 
strain on the American taxpayer, private overseas investment 
carries with it a special brand of Point Four, transferring to other 
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peoples important techniques which are best taught by practice 
and example. It brings managerial and production know-how. 
It encourages the growth of an entrepreneurial class and local 
capital formation in the underdeveloped countries. By its very 
definition, it stresses the values of enterprise, imagination to see 
an opportunity and the ability to seize it. It brings venture capital 
—willing to take big risks for substantial profits—technology and 
research, expert knowledge in labor supervision and industrial 
relations, and, finally, trained management. It is free of political 
implications, and this makes it more acceptable in many areas. 
In addition to furnishing many of the components of a modern 
economy, it should be, under normal conditions, the largest con- 
tinuing source of funds. The progress of the underdeveloped 
countries could get no more important boost than if American 
private investors were willing to supply the capital they need 
and if they in turn undertook to improve the general climate for 
private enterprise. 


Investment Small 

At present, however, the flow of private funds is clearly 
inadequate to advance these underdeveloped countries—not only 
at the ambitious pace to which some of them aspire but even at 
a rationally established pace of development consistent with their 
capacity for absorption and growth. Since the close of World 
War I the flow of capital overseas, though increasing annually, 
has been disappointingly small. Long-term investment funds from 
the United States and Western Europe to the underdeveloped 
countries have averaged annually in recent years about $1.1 billion 
(net). At least half this total has been in public funds, a minor 
reflection of our magnificent generosity to Europe in the postwar 
years—from the Mutual Security Administration (MSA), the 
Export-Import and World banks, and other official sources. 

The private funds, running about $500 million, go to countries 
farther along in development—60 percent to Latin America, for 
example—or are invested in particular resources required by our 


45 








AM 1 VAR ARE 


_ 


a | 


FERRO Oe BKC aN 


ORT 


defense and industry—oil, copper, iron ore, and the like. From 
1946 to 1950 the petroleum industry alone accounted for almost 
50 percent of United States investment abroad. Because the 
underdeveloped areas are also the areas of greatest risk, private 
capital is least attracted to countries where even small doses of 
developmental aid might bring the biggest political dividends. 
Southeast Asia, with over 600 million people, for instance, has 
been receiving less than 15 percent of our business money and 
only about $90 million a year in public investment funds. Com- 
pared to the investment Britain sent overseas at the height of 
its economic power, we are investing less than one-fifth as much 
in terms of our national income. 


Problems of Private Capital 


Why is this so? Private capital is naturally attracted to the more 
stable areas and lucrative undertakings. Expansion of basic 
economic facilities—transportation, communications, irrigation, 
power—is vitally required, moreover, as a prelude to further 
development. Utility development in backward countries used 
to be financed by bond flotations in the world’s financial markets, 
notably London. But portfolio investment, as this form of invest- 
ment is called, has virtually disappeared today except for Ameri- 
can investments in Israel. The bond-buyer of yesterday, who 
put a premium on security, has given way to the foreign manu- 
facturer who has had to invest directly in the establishment of 
local plants to maintain his business and his markets. 

A number of large American concerns have done this in recent 
years, because of trade and currency restrictions or in order to 
develop local products at cheaper production costs. This type of 
enterprise is of advantage for the host nation, for it usually brings 
a wealth of managerial knowledge and involves substantial 
‘“‘plowback” of earnings, often involuntarily dictated by stringent 
exchange controls. This reinvestment factor is an important part 
of our overseas capital. 
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Where Is the ‘Spirit of Investment’? 

The financial scene, however, has radically changed since the 
golden era of investment early this century. Why, as some econo- 
mists say, has “much of the spirit” gone out of private interna- 
tional investment? 

The revival of world-wide private investment, broadly dispersed 
regionally and commercially, would help to improve the 
world’s economic picture, but there seems small chance of any- 
thing like this in the near future. For a complex of reasons, 
private investors are loath to take on the headaches of the foreign 
market in preference to the more tempting opportunities at 
home. 

To begin with, continued political friction around the globe 
makes the investor apprehensive. Added to this general instability, 
antiforeignism, hostile ideologies, including Marxism, hyper- 
sensitivity to slights, real or imagined, scare off the visitor, no 
matter how good his intentions. 

Foreign investment is also sometimes barred from urgently 
needed public utilities; rigorous trade and exchange controls are 
imposed; burdensome taxes, special regulations and reinvestment 
requirements add to the investor’s worries. Governmental corrup- 
tion is omnipresent in some countries; political regimes are of 
brief duration; or where there is continuity, the attitude toward 
foreign business may be capricious. 

Occasional arbitrary actions confirm the investor’s worst night- 
mares. The nationalization of Bolivian tin, the repudiation of 
the Anglo-Iranian oil contract, the nationalization of India’s 
insurance, the harassment of United Fruit in Guatemala, are 
hardly calculated to sharpen the financial appetite of the Yankee 
businessman, particularly when we can find just as attractive 
opportunities in the prosperous, still growing home market. 
Disturbed by this kind of hostility to foreign business, the World 
Bank has recently warned the Indian government against its 
“negative and grudging attitude to private investors.” In their 
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zealous quest for absolute independence many underdeveloped 
countries confuse normal commercial expansion in search of 
legitimate profits with sinister attempts at foreign domination, 
forgetting that no nation today can go it alone economically any 
more than politically. 


Are There Foreign Profits? 


There is a good deal of misinformation’ about foreign profits. 
According to the United States Chamber of Commerce, the aver- 
age over-all return to American companies on direct overseas 
investments in 1951 was about 16 percent before taxes, as com- 
pared to about 11 percent on domestic direct investment after 
all taxes. Rates vary considerably depending on the kind of in- 
vestment. In this case the relatively higher return was due to 
higher earnings in resource and distribution enterprises. In other 
lines—public utilities and manufacturing, for example—the rate of 
return on domestic investment has been as high or higher than 
the return on similar foreign investment. So, the rate of return 
may often be higher on investment abroad than at home, but it 
does not necessarily mean excessive profits and, as we have seen, 
it does mean more risks. 

Admittedly, the outlook is pessimistic for any large increase in 
United States private investment overseas in the near future. But 
the fact that the pace of economic growth in the underdeveloped 
countries is to a large extent, especially in some vital sectors, 
dependent on the degree of private initiative and the extent of 
investment makes it important to consider measures which might 
help to break the financial log-jam. These boil down to the four 
following measures: investment treaties, investment guarantees, 
tax incentives, and joint participation of private and public 
capital. 


Private Plus Public Capital 


Two multilateral agencies and one American agency offer 
promise of stimulating considerable joint participation of public 
and private funds. The International Bank for Reconstruction 
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and Development (IBRD) more and more has been drawing 
private investors into foreign activities; and the International 
Finance Corporation (IFC), which was formed in July 1956 as an 
arm of the bank, will invest its funds exclusively in productive 
private enterprises, stressing those in underdeveloped areas. The 
corporation, set up with an initial capital of $78 million from 
31 countries, will provide pure venture capital, the most far- 
reaching contribution yet to be made by a governmental agency 
in this field. The Export-Import Bank, an American institution, 
has also recently undertaken to promote private overseas invest- 
ment by participating with private concerns in developmental 
activities, notably in Latin America. 

All of these measures and activities can assist in improving 
the climate for private funds, but their total effect, even if they 
are fulfilled, would probably not have as great an influence as 
that which would be generated if the underdeveloped countries 
decided to create a healthy and inviting environment for private 
capital. However, there is little likelihood of either eventuality, 
and since there is a pressing need in these countries for basic 
economic facilities, to which private funds these days are rarely 
attracted, the question arises of supplying marginal public assis- 
tance. Public capital, it has been said, is a means to an end, pro- 
viding many of the tools of development—education, health, pub- 
lic service facilities—thereby working toward the increased produc- 
tion of goods and services, which in turn affect living standards. 
It thus sets the stage for private capital to follow. There is always 
some danger of competition, but the two are basically comple- 
mentary. Economist Eugene Staley has wisely observed: ‘““To be 
for private enterprise is not the same thing as to be against enter- 
prising government.” 


What Can Public Capital Do? 

Should public capital do more of the job, and if so, how much 
and under what conditions? 

Now that the U.S.S.R. has smilingly proffered rubles around the 
world, a number of American organizations and individuals, of 
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both political parties and of different backgrounds—John S. 
Cooper, Paul G. Hoffman, Walter P. Reuther, Thomas E. Dewey, 
Governor George N. Craig of Indiana, Eric Johnston, among 
many others—have urged expansion of American aid as a matter 
of national interest. Administration leaders, moreover, have 
vigorously entreated a reluctant Congress to support its enlarged 
and flexible foreign aid program. These recommendations have 
varied as to amount and recipient countries, but they have nearly 
all agreed that increased assistance is imperative and that it should 
be concentrated in the underdeveloped areas, particularly South- 
east Asia. 

In February 1956 David Zellerbach, a leading West Coast 
industrialist, called for the establishment of an economic develop- 
ment fund to finance basic projects and public works in the Mid- 
dle East, Southeast Asia, Latin America and Africa at the rate of 
a billion dollars a year. Chairman of the Committee for Economic 
Development (CED), composed of business elite, Mr. Zellerbach 
based his recommendation on a two-year study of the role of 
American foreign investment. “CED believes more public invest- 
ment money is needed” for railroads and dams, port facilities and 
agricultural extension programs, Zellerbach declared. He argued 
that a billion a year is not out of line for the $400 billion United 
States economy and at the same time is a realistic figure—perhaps 
even on “the conservative side”—for what the underdeveloped 
countries could “‘usefully absorb each year over and above what 
they are now getting.” Recalling that it took a major disaster for 
the West—the loss of Czechoslovakia—to sell the Marshall Plan, 
Zellerbach asked: “Dare we wait for the same kind of disaster in 
the Middle East or Southeast Asia before enacting an effective 
program for aiding underdeveloped countries?” 


UN Hopes and Illusions 

Paralleling American interest in the backward areas, the UN 
has made a series of studies and proposals about aid to under- 
developed areas. The UN Charter exhorts all nations to take 
“joint and separate action” for progress. In the eyes of the 
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underdeveloped member nations UN technical assistance, al- 
though fine as far as it goes, is only partial fulfillment of the 
Charter promise. Its modest successes have spurred their pursuit 
of investment capital to follow. Although recognizing in principle 
that the greatest effort toward this end had to be made at home, 
they have looked to the advanced countries, and especially the 
United States, to contribute money to large financing schemes. 
The World Bank, as an orthodox financial institution, they have 
argued, cannot underwrite public works, which do not pay off in 
a strictly monetary sense. Because of this situation the under- 
developed countries, with almost passionate urgency, have sought 
the creation of a new development agency for ‘“nonself-liquidat- 
ing” projects. 


SUNFED or UNFED? 

It all started in 1948 when an Indian economist, V. K. Rao, 
proposed an Economic Development Administration (UNEDA) 
to make loans and grants in aid. Once this concrete proposal had 
been presented, the parliamentary battle between the “have” 
and “have-not” countries began in earnest. The underdeveloped 
countries vigorously insisted on action looking toward the creation 
of the agency, and the industrialized countries argued just as 
firmly that because of overwhelming defense requirements 
resources for aid were not currently available. Hundreds of hours 
have been spent in debating the current version of the institution, 
called in UN terminology SUNFED (Special United Nations 
Fund for Economic Development). Designed by an international 
committee of experts, it would start life with $250 million, pledged 
by at least 30 governments, and would make grants primarily 
but also loans on liberal terms. The effort to prevent the plan 
from becoming an official creation, if only on paper, has taxed the 
diplomatic ingenuity of the industrialized bloc, without whose 
capital it could not function. Cynically called “UNFED” in UN 
corridors, because of its lack of funds, the idea has picked up 
considerable political momentum. 

Because of the persistence and unanimity with which the leaders 
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of the underdeveloped group have urged it, SUNFED is now 
something of a symbol of their aspirations in the multinational 
forum. This group, numbering close to 50 countries, including 
new admissions to the UN in 1955, has recruited adherents to 
SUNFED from the countries which once opposed it—Belgium, 
Denmark, Norway, Sweden and the Netherlands, among others. 
At first the United States opposed the creation of SUNFED, but 
in 1953 President Eisenhower promised American help when 
genuine international disarmament was achieved. This seemed 
like “pie in the sky” to many of the underdeveloped bloc and 
scarcely satisfied their aims. So far the contest is something of a 
draw. As a substantial proposal, SUNFED, it should be made clear, 
leaves a good deal to be desired. But we cannot afford to ignore 
its political appeal, especially in the context of our general rela- 
tions with the underdeveloped bloc and the competing offers of 
the Soviet bloc. 

It is to the interest of the developed countries, led by the 
United States, to resolve the deadlock by introducing practicable 
counterproposals. The concern of the underdeveloped is such 
that if a reasonable proposition were introduced to set SUNFED 
aside—at least in its present form and for the time being—and 
replace it with a plan for financing of specific pilot projects in 
various regions under the aegis of the UN, it would doubtless be 
accepted with alacrity. This approach, even if it incorporated go- 
ing bilateral undertakings, would serve to get important public 
works under way, permit the big contributors to decide just how 
much they can take on at any given time, and dispel mounting ill 
feeling among free countries. 

Certain world leaders have recently made various proposals 
pointing toward expanded UN activity in the field of economic 
assistance. Hugh Gaitskell, leader of the British Labor party, has 
called for the allocation by all countries of 1 percent of their 
national incomes for economic aid through the UN. Canada’s 
Secretary for External Affairs Lester Pearson has advocated ‘“‘an 
international professional and technical civil service of the 
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United Nations with experts especially trained for work in the 
underdeveloped areas.” Dag Hammarskjold, UN secretary-general, 
in what appeared to be a “trial balloon” speech, at McGill Uni- 
versity in Montreal on May 30, 1956, has interpreted this as a 
suggestion to create a ‘career service” which might require the 
establishment of a “special administration.” Christian Pineau, 
French foreign minister, goes further than his Canadian colleague 
and recommends the establishment of a new agency under UN 
auspices for world economic development. The contribution of 
such an agency would not be measured so much in monetary 
terms as in human resources—the supplying of skills. As Mr. 
Hammarskjold has wisely said: “Funds are valuable only when 
used by trained, experienced and devoted men and women.” 
Complementing—rather than competing with or duplicating—the 
work of the bilateral programs, this new multilateral organization, 
The New York Times suggests, might be called the UN Mutual 
Assistance Administration. 


The World Bank 

Meanwhile, what are the going concerns in the field of economic 
development? Are they not sufficient to do the job? 

In the public sector the principal agency of international in- 
vestment is the International Bank for Reconstruction and 
Development (IBRD), capitalized at $9.1 billion. Set up at the 
44-nation conference at Bretton Woods in 1944, long before the 
end of the war, it represents the first organized attempt in history 
to put investment capital to productive work on an international 
basis. It assists member countries, of which there are now 58, in 
raising production levels and living standards by helping to 
finance long-term projects, by providing technical advice and by 
stimulating investment from other sources. Each member’s sub- 
scription is roughly based on its national income and trade, and 
each pays into the bank 2 percent of its subscription in gold or 
United States dollars and 18 percent in its own currency, the 
latter to be used by the bank only with the member’s consent. The 
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balance of 80 percent is not paid to the bank and can be called 
only if needed to meet obligations. It constitutes a very substantial 
guarantee fund. 

As is usually true in international organization, our share, as 
the economic colossus, is the largest—more than 34 percent, or 
something over $3 billion. But only 20 percent of the total capital 
can be used for lending operations under any circumstances, and 
a much smaller part is, in practice, freely available. 


The Bank’s Loans 


The institution’s first business was to lend for the restoration 
of the war-ravaged economies of Europe. Loans totaling half a 
billion dollars went to France, Denmark, the Netherlands and 
Luxembourg, and represented an important shot in the arm for 
European recovery in the pre-Marshall Plan days. Since these 
trying early days the bank has loaned about $2.5 billion to 37 
countries, including many in the less-developed and some in the 
lesser-developed categories. A significant part of this total has 
taken the form of private capital which the bank has mobilized 
by bond sales and other means of financing. The lion’s share goes 
to the United States market, but investors in many other nations 
are now participating. 

Through bond sales the IBRD has raised $850 million, has 
sold parts of its loans to private investors, and has joined its loans 
with public issues of foreign governments. A Dutch lender has 
subscribed part of a World Bank loan to modernize the port of 
Karachi; the Bank of America is involved in the completion of 
Guatemalan coastal highways; Peru is obtaining a cement plant 
with funds partly advanced by the Manufacturers Trust Company 
of New York; English and Indian investors are partners with 
Americans in the Industrial Credit and Investment Corporation 
of India, promoted by the bank to underwrite private business 
ventures in India. As the bank has grown, through careful man- 
agement, in international interest and repute, private cooperation 
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has increased—three out of four bank loans are now shared—and 
over a billion dollars of private money has gone abroad. 

All of the approximately $500 million lent for postwar recon- 
struction and nearly half of the subsequent developmental loans, 
however, have gone to the more industrialized countries. The 
European area and Australasia continue to receive a large part 
of the funds; more, in fact, than any other region in 1955, when 
over $100 million went to Finland, Norway, Austria and Italy, 
the largest portion going to the last country for agriculture, 
industry and power. The retarded countries, of course, benefit 
indirectly from the increased exchange of their raw materials for 
European finished goods as the prosperity of the advanced nations 
keeps growing, and directly from the billion dollars which the 
bank has put largely into their public works—electric power, 
transport and communications, ports and pipelines, and agri- 
cultural expansion, areas where private investors have feared to 
tread of late. To illustrate the diversity of projects financed by 
the bank during the last year, loans were granted for the following 
projects: modernization of Mexican railways; rail, port and other 
transportation services in Kenya, Uganda and Tanganyika; road, 
rail and airline equipment in Australia; improvement of Bel- 
gium’s inland waterways; power projects in Ceylon, India, 
Pakistan, Colombia, along with three European countries; irriga- 
tion program in Peru; the acquisition of farm machinery in 
Colombia; and so forth. 


Limitations of the World Bank 

Despite the not inconsiderable bank-stimulated movements of 
capital plus its own direct lending and other aids, its activities, 
by and large, have not measured up to the high hopes of the 
underdeveloped countries. Given the bank’s relatively limited 
resources and its reasonably strict terms of reference, this disillu- 
sionment was probably inevitable, for from the beginning 
unrealistic hopes were pinned on its lending operations. These 
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hopes ignored the fact that the IBRD is a bank and must, gener- 
ally speaking, operate like one. 

The World Bank’s requirements of a governmental guarantee 
plus its bar on supplying venture capital are serious limiting 
factors on its lending for manufacturing in the backward areas, 
which is less than 7 percent of its total outlay so far. To spur the 
flow of capital in this direction, the bank encouraged the estab- 
lishment of the International Finance Corporation—to which the 
United States has pledged $35 million as our share—as an 
affiliate to provide funds for productive private enterprise, to act 
as a catalytic agent in recruiting other capital and to assist in 
locating experienced management. The measure of the corpora- 
tion’s success, in fact, will be the amount of other investment it 


can generate. 


Export-Import Bank 

The United States Export-Import Bank, the last in the trium- 
virate of public financing institutions in the international field, 
was not chartered specifically for the development of backward 
areas. Nevertheless, it has acted as a prime American instrument 
for the development of new industries, easing foreign payments 
difficulties, and generally attacking many of the problems in the 
primitive economies. Although it has served a number of unre- 
lated objectives—wartime assistance to Latin America, postwar 
reconstruction, support of strategic imports—since its founding 
in 1934, it has functioned primarily, as a financing agency, to 
facilitate the expansion of American exports. 

In this role it has frequently helped to supply railroad equip- 
ment, steel mills, agricultural machinery and construction 
materials for dams, roads and power installations. Usually loans 
to finance these exports are made to the American supplying 
company but often enough are granted directly to the foreign 
government or firm. In addition, the bank has made extraordinary 
loans to help tide a country over a serious unfavorable balance 


56 








of payments. Brazil and Argentina have both been bailed out in 
this fashion. 

Since 1947 this bank, along with IBRD, has devoted an in- 
creasingly large proportion of its resources to economic develop- 
ment. In the period 1945-1953 Latin America received but 27 
percent of its net credits, and Asia and Africa together only 15 
percent; of these fractions, however, developmental loans made up 
63 percent of the funds put south of the border and 72 percent 
of those going to the latter two continents. Although not limited 
by the same strict requirements as the IBRD, its practice of 
usually tying itself to American products has at times proved a 
restrictive factor of considerable weight. Even so, in the period 
from mid-1945 through early 1953, 46 percent of its loans went 
to underdeveloped areas, nearly double the amount expended 
by the IBRD; but the ratio subsequently has been reversed. 
More recently the United States institution has been joining 
with private investors, both foreign and American, in develop- 
ment undertakings. 

In weighing the pros and cons of bilateral as compared with 
multilateral public foreign investment, several points should be 
made. To date, the bulk of our money has been dispensed by a 
series of American assistance administrations—currently ICA— 
and the Export-Import Bank; but the IBRD has been admin- 
istering a growing amount of our funds. Although we can main- 
tain better policy control through our own agencies, international 
administration eases the burden on our taxpayers by securing 
funds—however small by comparison—from other nations; it is 
often politically more palatable and thus can have more of a 
voice in a country’s development programming; and is probably 
more compatible with humanitarian aims. Each situation, how- 
ever, involves different considerations for us, depending on our 
economic, strategic and political interests, and has to be handled 
on its merits. 
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Lessons for 
the Future 








No ONE CAN SAY WITH CONFIDENCE JUST HOW MUCH money the 
United States should spend for overseas economic development. 
As Jonathan Bingham, who used to run the Point Four program, 
has well said, there is little practical danger that too much will 
be spent; the real danger is just the reverse. The bias against 
economic assistance, even where it is an essential complement to 
military and security policy, is considerable. Wherever a choice 
must be made between the two it is obvious where the congres- 
sional ax will fall. Logrolling will always throw off those measures 
for which there is no specific constituency support, even though 
they be in the national interest. 

What we do know is that the capital requirements to raise 
standards of living throughout the free world to a level approach- 
ing that of the West are so vast that every sum can be used to 
good advantage. Many who have watched the desire of the 
underdeveloped nations for advancement and Soviet attempts to 
exploit their aspirations wonder whether what we do spend will 
not only be too late and too little, but will be so spent that 
friends will not be won but lost. This involves several considera- 
tions basic to our entire foreign economic policy. 


Trade Needed 
First, many of the underdeveloped countries would rather trade 
with us than accept handouts. Paying for development with 
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dollars honestly earned by selling us exports is the natural and 
businesslike way. It is shortsighted for us to worry about the 
problems of the underdeveloped and at the same time block their 
way to the honorable course of trade. So long as our economic 
hand and our political hand seem to be working at cross purposes, 
we are pursuing a precarious policy. 

Recognizing this contradiction, the U.S.S.R. has _ recently 
wrapped its economic advances in trade offers, welcoming pay- 
ment for its manufactured goods and its arms in Egyptian cotton, 
Lebanese fruit, Burmese rice, Syrian tobacco and Pakistan wheat. 
It is not coincidental that most of these items, because of our own 
surpluses, cannot be currently disposed of on the American 
market. As a matter of fact, we are dumping some of these very 
products, whose output the United States government subsidizes, 
on non-Communist markets at costs below world prices. 

The rubles which pay for purchases of commodities from the 
underdeveloped countries provide, in turn, the funds with which 
Russian, Czech, Polish and Hungarian machinery and equipment 
are being sold in new markets throughout the less-advanced 
areas. It matters little to the seller whether the Soviet purchaser 
buys his goods for use at home, for distribution to the satellites, 
or to build up stockpiles; what does matter is that he is getting 
trade—not gifts but business. 


Aid Without Strings 

Secondly, we cannot expect to use our aid to cajole, seduce or 
discipline our friends. It probably would not work anyway. And 
if it did, it might boomerang by disillusioning, if not alienating, 
the very people we seek as allies. The honest way is the best way: 
to recognize frankly and practically that in granting strings-free 
aid we are motivated primarily by intelligent self-interest, not by 
false altruism. This is a fact of political life that both the under- 
developed peoples and we can understand and accept. After an 
exhaustive study of our Point Four program, a Senate subcom- 
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mittee, chaired by Mike Mansfield, Democrat of Montana, has 
concluded that “the United States should not put a political price 
tag on its assistance in the form of votes in the United Nations 
or of willingness to sign a military assistance agreement.” National 
interest, as “the only valid test of a foreign policy,” is the sole 
criterion applied by the committee. But it is a positive test, 
measuring results in economic progress and social reforms nur- 
tured in a free society. Technical assistance, economic aid and 
private business, all of these, if thoughtfully executed, bring 
healthy economic relations that promote friendship and quietly 
illustrate the virtues of free enterprise. 

Imaginative arrangement of triangular or multisided trade 
could resolve some of our perplexities on this score. A current 
plan is being developed by ICA under which Burma, for example, 
would supply $1 million worth of rice to Pakistan and the United 
States would pay for it by sending Point Four technicans to 
Burma. This helpful approach is worthy of American ingenuity, 
albeit too limited, especially in view of the fact that it is offset by 
our competition with Burma for Asia’s rice markets. 


Loans Rather Than Grants 

A third consideration, in those instances where improved con- 
ditions of trade and increased investment depend on public 
assistance to start the process, is the selection of the method of 
financial transfer to the underdeveloped countries. After carefully 
weighing the merits of loans versus grants, the CED study recom- 
mends the use of “fuzzy” loans, long-term and low-interest, on 
the ground that the businesslike way is probably the best way. 
Politically and psychologically, a grant is apt to be misunderstood 
both at home and abroad. A loan, however, puts the relationship 
between borrower and lender in the framework of normal finan- 
cial intercourse, avoiding moral and strategic implications. The 
stigma of “charity” is removed. Lending terms must be liberal, 
however, if there is to be reasonable hope of return. There should 
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be long amortization periods, as long as 40 years or more—which 
is also possible under some loan agreements of the Mutual Security 
Program—and repayment should be accepted in local currency 
where necessary. 


No Blank Check 

None of this is to imply that we are barred from observing how 
our money is spent. As the London Economist has said, these 
countries do not have “a natural and inalienable right” to the 
benefits of foreign assistance. To furnish our money on a blank- 
check basis without regard for effective expenditure would be 
foolish. Although political conditions are ruled out, good business 
principles justify the setting of economic and financial criteria 
for the countries we choose to help. 

It is not unreasonable to request the recipients to give con- 
vincing evidence of sound planning, of conditions conducive to 
healthy development, and of willingness to make reforms. The 
Minnesota publisher John Cowles has suggested that 50 percent 
of our total appropriation should be given to the President to 
spend “where, when and how he thinks wisest.” Such a flexible 
provision would allow the executive branch to put the money 
where it is most needed without having to go back to Congress, 
and our local ambassador could “increase, reduce, delay or with- 
hold aid,” depending on whether the government was efficiently 
utilizing the funds for development. Needless to say, this policy 
would call for tact, forbearance and at times a good deal of 
political adroitness on the part of our diplomats. 


Meeting the Challenge 

Our problem with respect to the underdeveloped areas and 
their problems is one not susceptible of easy or quick solutions. 
We are, in an immediate sense, caught between Soviet encroach- 
ments on the one hand and the overanxious drives of many 
retarded countries on the other. In a panicky quest for prompt 
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remedies, the inclination is to grab for glib slogans and slick 
formulas, to engage in crash programs and dollar-against-ruble, 
project-against-project, endurance contests with the Russians. 

To play the game according to the U.S.S.R. would be foolish 
and would only obscure the problem and distort our real interest. 
In the first place, Mr. Khrushchev can probably outplay us by 
offering 2 percent loans and his brand of technical assistance, with 
all that this implies, to any and every country without benefit 
of taxpayer approval. Our competitor is uninhibited by the dis- 
tractions of periodic elections, the need for annual enabling 
legislation or the requirements of bipartisanship. Whether or 
not the Soviet-bloc shortage economy, although admittedly mak- 
ing tremendous strides, will permit Mr. Khrushchev to deliver is 
quite another matter. In point of fact he has so far found few 
takers. Most nations resolutely look the Soviet gift horse in the 
mouth. But with plaguing economic headaches at home it is 
difficult for politicians in these restive countries to continue to 
ignore Moscow’s blandishments. The answer for us can only be 
to take heed of the political competition in foreign aid but be 
careful to deal constructively with the problem of economic 


development itself. 


Essentials of Aid Program 

The essentials of an inspired program already exist. What we 
have done, however, has been hamstrung by the lack of long-range 
planning, illogical dispersal of policy responsibility, erratic 
changes in program administration, and confusion as to objective. 
Financing must be made available—public and _private—but 
this is not nearly as important as the decision to furnish long-run 
aid and technical assistance, thoughtfully administered by 
capable personnel, in a form that Asians, Africans, Latins and 
Arabs can accept with dignity. Instead of just delivering dollars, 
careful attention should be given to creating a social and economic 
environment favorable to development. Through transfer of our 
techniques in health, education, agriculture, public administra- 
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tion and related activities, the permanent basis for higher living 
standards can be solidly built within the underdeveloped society. 

Government may have to lead in undertaking public works 
but must plan to give way as soon as practicable to private busi- 
ness and private organizations, who are the more effective ex- 
ponents, over the long run, of the American ‘“‘mystique’”—our 
organizing genius. Emphasis should be not on fighting fires but 
on a rational foreign economic policy, which would include 
promotion of freer trade, constructive use of our agricultural 
surpluses—such as our recent food-loan pact with India to assist 
in that country’s development—and other activities conducive to 
international stability and growth. All of this should rest on the 
understanding that we are—frankly and for the foreseeable future 
—in the business of helping the peoples of the underdeveloped 
countries help themselves. Once this is recognized, we can make 
the most effective use of the funds, talents, materials and, above 
all, the ideas which we have available to put to work in the world’s 
“Operation Bootstrap.” 

The ultimate question for the United States is not, Can we 
afford it? but, Can we afford not to do it? 

In the long run our moral strength is our greatest asset. Our 
concern for others, our social consciousness and our idealism are 
the natural cornerstones of American foreign economic policy. 
An increased action program, in both bilateral and multilateral 
fields, which perpetuates the spirit of Point Four, for example, 
and embodies a sound approach to economic development would 
be worthy of our civilization. It would seek self-reliant, demo- 
cratic friends—not satellites or puppets—and it would find com- 
mon ground between us and the newly independent countries 


of today. 
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Talking It 
Over 














IN THIS DISCUSSION GUIDE YOU WILL FIND discussion topics, reading 
references, and suggestions for visual aids! arranged for eight 
weekly meetings. These can be contracted or expanded according 
to the time at your disposal and the special interest of those who 
are participating in the discussion. 

If you need any help or guidance to set up a discussion group, 
or organize the special project suggested at the end of this dis- 
cussion outline, write to Dorothy B. Robins, Consultant on Special 
Programs, Foreign Policy Association, 345 East 46th Street, New 
York 17, New York. 


Discussion Questions 


1. The Uncommitted Third of The World 

Why is the term “economically underdeveloped country” a 
relative term? Why are the “underdeveloped” countries often 
“uncommitted”? 
1 Unless otherwise noted, all films are 16mm, sound, and in black and white. 
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In what ways is our economic history and that of other advanced 
nations instructive for the retarded areas? What is “the develop- 
ment process”? What major problems of adjustment do the 
underdeveloped countries face as they experience this process? 
What can they do to help themselves? 


READING REFERENCES 

Bowles, Chester, The New Dimensions of Peace. New York, Harper, 1956. 

Buchanan, Norman S., and Ellis, Howard S., Approaches to Economic Development. 
New York, The Twentieth Century Fund, 1955. 

Espy, Willard R., “Plea for a New Kind of Point Four.” The New York Times Maga- 
zine, April 22, 1956. 

Senate Subcommittee on Technical Assistance Programs, Economic Development in 
India and Communist China. Washington, United States Government Printing 
Office, June 2, 1956. 

Staley, Eugene, The Future of Underdeveloped Countries: Political Implications of 
Economic Development. New York, Harper, 1954. 

Trumbull, Robert, As I See India. New York, Sloan, 1956. 


VISUAL AID 


The War on Want. Produced in 1954 by National Film Board of Canada. 15 min. 
Rental, $3.00, from Foreign Policy Association. Depicts the economic problems 
of Southeast Asia and indicates how aid is put to use. Particular emphasis is 
placed on the operation of the Colombo Plan. 


2. U.S. and Underdeveloped Countries 


Of what importance are these areas to us, economically, 
strategically, politically? What kinds of materials do we receive 
from them? What kinds of goods do we export to them? As they 
develop, will we lose our markets in these countries? 

What is the Soviet interest in the retarded areas? What kinds 
of offers have the Soviets made to these countries? What are their 
aims as compared with ours? 


READING REFERENCES 

May, Stacy, “Folklore and Fact About Underdeveloped Areas.” Foreign Affairs, 
January 1955. 

Salisbury, Harrison E., ‘“New Challenge of the Soviet.” The New York Times Maga- 
zine, March 4, 1956. 

Senate Subcommittee on Technical Assistance Programs, Soviet Technical Assistance 
in Non-Communist Asia. Washington, USGPO, June 10, 1955. 

Streit, Peggy, ‘The Bear That Walks the Afghan Streets.” The New York Times 
Magazine, March 11, 1956. 

Ward, Barbara, “For a New Foreign Aid Concept.” The New York Times Magazine, 
March 11, 1956. 
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VISUAL AID 


Pledge for Peace. Produced in 1955 by Government of India Information Services. 
20 min. Rental, free, from GIIS, 3 East 64th St., New York, N.Y. Actual scenes 
from the Bandung conference of April 1955, presenting reports of leading Asian 
and African delegates. 


3. What Can U.S. Do? 

Is it in our national interest to assist the underdeveloped areas 
as they advance? If so, what specific courses, direct and indirect, 
are open to us? What kinds of assistance have we extended in the 
past? 

Is economic aid as important as military assistance? Explain. 
What areas does development support reach which security 
programs do not? What are the principal features of the 1956 
United States foreign aid program? How do they differ from 
previous foreign aid programs? 

READING REFERENCES 

Buchanan and Ellis, Approaches to Economic Development. Cited. 

Committee for Economic Development, Economic Development Abroad and the Role 
of American Foreign Investment. New York, CED, February 1956. 

Stanford Research Institute, U.S. Tax Incentives for Private Foreign Investment. Wash- 
ington, Foreign Commerce Department of the Chamber of Commerce of the 
United States, January 1954. 

“Text of Dulles Address on U.S. and Soviet Foreign Economic Aid Strategy.” The 
New York Times, February 27, 1956. 

“Text of Eisenhower’s Message to Congress on Foreign Aid Plan.” The New York 


Times, March 20, 1956. 
The Mutual Security Program, Fiscal Year 1957. Washington, USGPO, April 1956. 


VISUAL AID 


Friends of the Village (Gaon Sathis) Produced in 1953 by Ernest Kleinberg as a train- 
ing film for use in India. 45 min.; color. Rental, free, from The Ford Foundation, 
Film Division, 477 Madison Ave., New York, N.Y. This documentary study of 
rural life in India describes the education and training of a young Calcutta couple 
at the Allahabad Agricultural Institute, the obstacles they encounter in trying to 
win the confidence of villagers during their first assignment and their ultimate 
success as village extension workers. 


4. Point Four Program 

Has Point Four proved a “bold new program’? Is technical 
assistance the complete answer to aiding economic development? 
What remains to be done? What role has private organization, 
business and otherwise, played in technical assistance? 
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What is the role of the United Nations in technical assistance? 
Should aid be multilateral or bilateral? What is the nature of 
the Colombo Plan? 


READING REFERENCES 


Bingham, Jonathan B., Shirt-Sleeve Diplomacy. New York, Day, 1954. 

Bock, Edwin A., Fifty Years of Technical Assistance. Chicago, Public Administration 
Clearing House, 1954. 

Colombo Plan Consultative Committee, The Colombo Plan for Cooperative Economic 
Development in South and Southeast Asia, Fourth Annual Report. Singapore, 
Government Printing Office, November 1955. 

Condliffe, J. B., and Hutcheson, Harold H., “Point 4 and the World Economy.” Head- 
line Series No. 79. New York, Foreign Policy Association, January 1950. 

Espy, Willard, The Bold New Program. New York, Harper, 1950. 

Hays, Brooks, and Merrow, Chester E., Report on the Tenth Session of the General 
Assembly of the United Nations. Washington, USGPO, 1956. 

McLaughlin, Kathleen, New Life in Old Lands. New York, Dodd, 1954. 

National Planning Association, Technical Cooperation in Latin America. Washington, 
NPA, January 1956. 

Senate Subcommittee on Technical Assistance Programs, Multilateral Technical As- 
sistance Programs. Washington, USGPO, March 11, 1955. 


VISUAL AID 


Report to the American People on Technical Cooperation. Produced in 1954 by the 
Foreign Operations Administration. 26 min. Rental, free, from Foreign Policy 
Association. Shows Americans sharing know-how in agriculture, health and edu- 
cation in Asia, Africa and South America, and foreign trainees in the United 
States. 


5. Public and Private Investment 


Are public and private capital competitive in economic develop- 
ment? Why? What is meant when it is said development in the 
backward areas is first an internal social process and then an 
internal economic process? 

How do you appraise the work of public agencies which provide 
capital to underdeveloped countries? Why do private investors 
hesitate to invest in underdeveloped countries? How could con- 
ditions for private investment be improved? 


READING REFERENCES 


Black, Eugene R., “Challenge of the Underdeveloped Lands.” The Virginia Quarterly 
Review, Vol. 32, No. 1, Winter 1956. 

Buchanan and Ellis, Approaches to Economic Development. Cited. 

Committee for Economic Development, Economic Development Abroad and the Role 
of American Foreign Investment. Cited. 

Export-Import Bank of Washington, D.C., Semiannual Report to Congress, July- 
December 1955. Washington, USGPO, 1956. 
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National Planning Association, Casa Grace in Peru; Sears Roebuck de Mexico; Philip- 
pine American Life Insurance Company; Creole Petroleum Corporation in Vene- 
zuela. These are titles in the series of United States Business Performance Abroad 
Case Studies. Washington, NPA, 1953-55. 

The International Bank for Reconstruction and Development, Tenth Annual Report, 
1954-55. Washington, IBRD. 

United States Department of Commerce, Investment in India, Conditions and Out- 
look for United States Investors. Washington, USGPO, 1953. 


VISUAL AID 


India Fights Kans. Produced in 1952 by the International Bank for Reconstruction 
and Development. 20 min. Rental, $4.00, from United Nations Film Division. 
Central India was fighting a losing battle against the weed known as kans grass 
until a $10 million loan was received from the World Bank to buy over 300 
tractors. 


6. Proposals for the Future 

What is SUNFED? Why has it become politically important? 
Should the United States and other industrialized countries sup- 
port it? If so, why? If not, what alternative proposals might be 
offered? 

What are some earlier United States proposals for large-scale 
assistance? Have any of these suggestions been realized? How? 
Will our assistance prove too little and too late? 


READING REFERENCES 


Gray. Gordon, Report to the President on Foreign Economic Policies. Washington, 
USGPO, 1952. 

International Development Advisory Board, Partners in Progress (A report to the 
President). New York, Simon & Schuster, 1951. 

Murden, Forrest D., and Elder, Robert E., Economic Cooperation: Special United Na- 
tions Fund for Economic Development (SUNFED). New York, Woodrow Wilson 
Foundation, September 1954. 

United Nations Department of Economic Affairs, SUNFED, Report on a Special UN 
Fund for Economic Development. New York, United Nations, 1953. 

United Nations Economic and Social Council, Technical Assistance Committee, The 
Expanded Programme of Technical Assistance: A Forward Look (Report of the 
Technical Assistance Board). Mimeographed. (E/2885; E/TAC/49) May 11, 
1956. 


7. U.S. Foreign Economic Policy 

What are some basic considerations in revising our foreign 
economic policy? In what sense have current Soviet moves made 
these considerations more urgent? 

Is trade or aid the best method of assisting the retarded coun- 
tries, or should both be used? Why have “fuzzy” loans been 
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suggested? Should we tie political strings to our assistance? Why 
are our agricultural surpluses an obstacle to better relations with 
some underdeveloped countries? 


READING REFERENCES 


Cowles, John, “Burma Hanging on Communist Abyss: Will U.S. Help?” Minneapolis 
Star and Tribune, February 12, 1956. 

Lippmann, Walter, “Today and Tomorrow.” New York Herald Tribune, January 26, 
1956. 

Salisbury, Harrison E., ‘“New Challenge of the Soviet.” Cited. 

Zellerbach, J. D., Our Stake in Economic Development Abroad. New York, Commit- 
tee for Economic Development, February 1956. 


VISUAL AID 


Round Trip: The U.S.A. in World Trade. Produced in 1947 by The World Today. 
Based on a report by The Twentieth Century Fund. Rental, $3.50, from Inter- 
national Film Bureau, 57 E. Jackson Blvd., Chicago 4, Ill. People in different 
countries and walks of life discuss world trade. Through differing points of view 
the audience gains understanding of what world trade means to America. 


8. Foreign Aid: U.S. and U.S.S.R. 


What is our greatest strength in working with other countries? 
How important are dollars alone? 

Is the Soviet bloc winning in its economic offensive? Should 
we engage in a project-for-project competition with the Soviet 
bloc? If not, why not? How can our ideas best be transmitted to 
the underdeveloped peoples? Can we afford not to revise our 
foreign aid program? 

READING REFERENCES 


Acheson, Dean, “To Meet the Shifting Soviet Offensive.” The New York Times Maga- 
zine, April 15, 1956. 

Cohn, David L., “The Communist Approach to Burma.” The Atlantic Monthly, 
September 1956. 

Hoffman, Michael L., “Enter Russia as a World Trader.” The New York Times, 
April 15, 1956. 

“More Foreign Aid? (1. The Harsh Alternatives).” The Journal of Commerce, Febru- 
ary 29, 1956. 

“More Foreign Aid? (2. How to Do It).” The Journal of Commerce, March 2, 1956. 

Staley, Eugene, The Future of Underdeveloped Countries. Cited. 


Unesco Gift Coupon Program 


Individuals and organizations may play a role in a people-to- 
people technical assistance program through UNESCO Gift 
Coupon projects. The UNESCO Gift Coupon is a kind of money 


69 





order by which groups make their personalized gifts to institutions 
in other countries. The Gift Coupon carries the full name and 
address of the donor as well as the beneficiary. 

UNESCO, from the information it receives about the needs of 
school children, teachers, scientists and artists in many under- 
developed or war-damaged areas of the world, prepares Gift 
Coupon Projects, which may be adopted by individuals, schools 
and colleges or local and national organizations. A group may 
“adopt” its project on the basis of geographical location, type of 
institution (school, library, etc.) and amount of money to be 
raised. The projects involve anywhere from $10 to large sums. 
For gifts of less than $50 UNESCO will select the beneficiary but 
will take into account, where possible, the wishes of the donor 
group. 

The purposes of the program do not stop with the fund-raising 
aspect. It is hoped that through participation in the program the 
donors will learn about the countries and projects to which 
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assistance is given and that direct and friendly relations will be 
established between the people in the participating countries 
who send and receive UNESCO Gift Coupons. 

For full information, write UNESCO Gift Coupon Office, 
United Nations, New York. 
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The ABC’s of FPA 


If it’s important—and if it concerns world affairs—the Foreign 
Policy Association will help you do something about it. Founded 
in 1918, FPA is the only national, nonprofit, impartial, public- 
membership organization devoted to education on all important 


aspects of international relations. 


Through publications, speakers, program services, special events 
and cooperation with local organizations FPA provides authori- 
tative information on international questions. FPA is not an 
“action” group and does not seek to promote particular points 


of view. 


The Headline Series 


The Headline Series and its companion publication, the semi- 
monthly Foreign Policy Bulletin, present the facts, clearly and 
concisely, on pressing problems of national concern. Discussion 
questions, reading and film suggestions and program ideas are 
included in each issue of the Headline Series. 


‘Can I Help?’ 


Yes—membership in the national Foreign Policy Association 
is open to everyone interested in a constructive American foreign 
policy. Regular Members at $6.00 a year and Cooperative Mem- 
bers at $10.00 receive the Headline Series and the Foreign Policy 
Bulletin. Student Membership is $3.50. 

If you are interested in joining a local FPA or World Affairs 
Council, write for the name of the one nearest you. 


Foreign Policy Association, Incorporated 
National Office 


345 East 46th Street New York 17, N. Y. 
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